The paper sheds new light on John Bates Clark's mature position on the "trust" issue.
of 1914 in a way that cannot be said of the Sherman Act of 1890 (Mayhew, 1998) 1 . A survey of the most important of these professional writings shows that, among the several voices which animated the discussion, John Bates Clark's was perhaps the most influential. In this connection, Joseph Dorfman argues that John Bates Clark's second edition of his Control of Trusts (1912) , co-authored with his son John Maurice, "played a formative historical role in policy making, for it provided the most systematic exposition of the view on trusts, that was embodied in 1914, at President Woodrow
Wilson's urging, in the Clayton Act and the Federal Trade Commission Act." "From this standpoint," continues Dorfman quite emphatically, "The Control of Trusts caught the dominant reform interest and in turn become a contributing force in shaping the trend of the socio-economic development of the nation." (Dorfman 1971, 17) . Apart from the 1912 monograph, John Bates
Clark devoted considerable attention to the problems of trusts and industrial combinations during much of his career, both in his professional writings and in his frequent contributions to newspapers and popular reviews. This is interesting because it shows that Clark and Newlands got in touch after 1911 and that Senator Newlands relied on Clark's opinion about "three tentative bills (one of which would become the Clayton Act) enclosed with your letter."
The aim of this note is to introduce unpublished testimony given by John Bates Clark before On the basis of the principle of the "rule of reason," the government could establish that restraint of trade had indeed occurred. The defendant could then argue that such restraint was "reasonable."
Clearly, in these cases the defendants were unsuccessful in their bid to demonstrate that their activities were of a reasonable sort. (See Liebhafsky, 1971, 265-9 for an elaboration of this principle with regard to the above cases.)
The 1911 Supreme Court ruling against the American Tobacco Company and the Standard Oil Company clarified state economic policy concerning actions of a holding company. Both trusts used the pyramided holding company to control several subsidiary corporations and gain market control. The court held that the pyramided structure of the American Tobacco constituted "unreasonable restraint of trade." These decisions showed that "…the state was becoming more concerned about the use of the pyramided corporate structure to gain market control than about market control per se. It was the ability of corporations to control markets by controlling the assets subsidiaries they did not fully own that the state managers found problematic" (Prechel, 2000, 64) . The influence which the decisions will have on the forms of business organization to be adopted in the future depends very largely on the promptness and statesmanship which 5 Congress may display in working out a regulative policy for industrial combinations….
Under a wise regulative policy it is probable that many different forms of organization would flourish side by side. At the same time protection from unfair and oppressive methods of competition would be a great encouragement to the small producer and would enable him to regain some of the ground he has lost in the unequal competition he has frequently been compelled to carry on with the unregulated trust… (Seager, 1911, pp. 611-14) .
The essential purpose of this paper, however, is not to suggest remedies, but rather to call attention to what seems to the fact, that the Supreme Court in these two decisions has failed to take sufficiently into account the economic benefits that come from the saving of industrial energy and the promotion of industrial efficiency by industrial combination….It is submitted that a method of procedure should be found, either by the legislative departments of by the courts, that, while protecting the public interest from direct harm, shall serve the public interest by keeping the benefits of combinations (Jenks, 1912, 357) .
A Consequence of the 1911 Cases:
Reactions to the 1911 court decisions were not limited to the economics community; these cases had important consequences in the larger political arena as well. "From these men the Senate Committee had taken testimony on all the many particular proposals for amending the antitrust law. It had heard suggestions ranging from the total abandonment of the Sherman Act to the strenghtening of the act by attaching to it long lists of prohibited practices and long glossaries defining for the courts its essential terms" (Letwin 1965, 268) . placed to add to the information being compiled by the Senate Committee.
Clark was not a "trust-buster" in the tradition of Theodore Roosevelt and the Progressive
Movement that was so prominent in the first two decades of the century. Rather, he took the position that trusts (or oligopolistic organizations in general) were a "natural" phenomenon and were simply the outcome of technological change coupled to increasing returns to scale that could be captured by large industrial organizations (Clark, 1900) . The contest was not between big and small business but "honest" and "dishonest" capital. Honest capital secures gains through advancing technology, thus increasing productivity and reducing costs-a benefit to consumers-while dishonest capital is garnered through speculation, financial manipulation, and assorted other nefarious activities. Proper policy, then, is to assure that the efficiency gains based on scale are preserved, while pricing power based solely on size is reduced or eliminated. (For all this and what follows, see Henry, 1995, 117-26.) In the final analysis, Clark generally saw government policy as ineffectual, mainly because of bureaucratic problems, but also because it would be difficult, if not impossible, for officials to discover the true, competitive price based on costs of production and which would be necessary to establish the "correct" price large firms should charge. Moreover, if government were to intervene in the pricing decision, this would no doubt stifle technological change as it would interfere with firms' search for profit. His fundamental solution to the problem of monopoly was "potential competition," a concept developed as early as 1890 in his "The 'Trust': A New Agent for Doing an Old Work." Essentially, potential competition is that which would develop if monopolies actually used their economic power to raise prices much above the competitive level. Were this to happen, new competitors would appear to take advantage of the higher profits associated with monopoly pricing and this would force price down to the near-competitive level. In other words, if we do not observe entry into a particular industrial field, existing large corporations are not unduly exercising pricing power.
A quarter of a century ago, when the power of the trusts was beginning to show itself, and the natural limits on the exercise of that power had not appeared, the public had a period of positive alarm. It knew then that the trusts were greedy, but did not know that it was fatal to themselves to be too greedy. The monopolies quickly found this out to their cost…and everyone now knows that "potential competition"…the competition of the mill that is not yet built but will be built if the trust becomes too extortionate-holds these commercial monsters in check.
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If the trust raise prices too much, new mills are actually built and prices go down; therefore it does not put the prices high enough to call the new mills into being. It is deterred from much extortion which…it would otherwise practice by the competitors who do not now exist (Clark, 1904, 955-6) .
While Clark relied generally on competitive forces to keep monopoly power in check, he was not a strict laissez faire economist (and certainly not in favour of nationalization or socialism). 3 He did see limited scope for government intervention, in particular in those cases where monopolies sold below cost to drive out a rival, where monopoly firms producing various varieties and qualities of a good would charge a lower price for a particular variety sold by the smaller firm, and where "factors agreements," where firms forced merchants to refuse to purchase a rival's product, were in effect. The one area where Clark did call for fairly strenuous government regulation was railroads.
As railroads serve all industries and no close substitutes for their services exist, government should exercise its regulatory hand in administering prices, though in a rather interesting fashion. Pools should be facilitated in which the various companies would agree upon a common price, divide markets among themselves, and eliminate competition. The cartelized price would be higher than that of a competitive industry, to be sure, but it would be public knowledge. Secret price agreements, the bane of consumers of railroad services, would be eliminated and government would then have a much simpler job in regulating that price to a closer proximity of the competitive standard.
In his 1911 testimony, one can observe all the above arguments represented, but there is one subtle difference from his previously articulated positions. In the then-current period, the force of potential competition has lessened-"dishonest" capital has grown stronger. What is necessary is government promotion of actual competition, largely through dissolution of the "perilous" trusts (to be distinguished from those labelled "harmless") and the development of a common pricing policy where all producers face the same price regimens in both the output and input markets. What is necessary is the promotion of what Clark terms "tolerant competition." Tolerant competition is not the perfect competition of the neoclassical model, nor the rough-and-ready competition of the pre-1870 era. Rather, it's a live-and-let-live form of competition where big firms and small firms face the same pricing conditions and only efficiency determines the profit outcome. While the honest trust may well win this contest, such an outcome is not assured. Both large and small producer would face the same external constraints and both (or either) would succeed based upon their ability to advantage themselves through gains in efficiency.
A Note on Clark and the Clayton and Federal Trade Commission Acts
In the early part of the century, there was much concern in various quarters regarding the The business of the country awaits also, has long awaited and has suffered because it could not obtain, further and more explicit legislative definition of the policy and meaning of the existing anti-trust law. Nothing hampers business like uncertainty…. And the businessmen of the country desire something more than that the menace of legal process in these matters be made explicit and intelligible. They desire the advice, the definite guidance, and information which can be supplied by and administrative body, and interstate trade commission (in Kolko, 260).
As noted above, J. B. Clark had long been active in the theoretical debates surrounding the "trusts."
By What is thus demonstrated is that Clark was important in the development of anti-trust legislation in the U.S., not just at the theoretical level, but also at the practical, political level. This is in keeping with his ongoing concern with the major issues of his day and his application of the leading theoretical principles to these practically concerns.
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